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exolenous cost chanle in hilher prices. For the adoption of FAS 106. we have sho\41i

that. in theory. the historical liability for post.retirement benefits would logically already

have been captured in the output prices of firms in unrelUlated markets. To a first

approximation. since most of American GNP is produced by firms whose prices reflect

economic cosu. the ac:c:ountina chanle required by FAS 106 will result in no

contemporaneous change in the GNP·PI

}futorical experience also wuest! that accountinl c:hanles have negligible

effeeu on prices in unreJUlated markets and in the U.S. economy as a whole.%I In

1987. the FASB chanled the method of acaual accoununl for pension benefits. a

change which is similar in principle to the chanle contemplated in FAS 106. thoulh

smaller in mapitude. A search of the empirical literature reveals two studies of the

effeeu of these accounting changes which both show DO relationship between accountina

chanles and stock prices.2f Assuminl that (i) chmles in stock prices reflect changes

in anticipated profits and (li) chlnles in accountinl costs do Dot chanle economic

Dwoclem fte'M' tIIIary .. well .. pncDriaI ftePMill auI)'IU re"'Pm Wi ICCOUIltiq chaDaes
do 1IClI cUItp die ••.,.,.. ICiDDcaic realiI)'. 'or _pJe, • +nil'" tIae raail'lCabou of FAS 106.
SoIaIDc. S.IM tJI Studard A Poor obscnted. -n.e ruIWa do DOl dIup _ply because aomcODe puts
cIOWII bcr. Pan tJI our trade is adjUltiDa pub1iOed D.ben to reOea lCOIlomjc realities,-
(BNA " ad fIu DIiJy. Scptcaabcr n. 1991.)

"ND.A~ A DIALOG Daaabue .,... -a tJI die relevut literature. iIlcJudiDa the
~ic Liter 11IIda (l969-praat). 1M Aca••1e !ada (1976-"....t). die c.faacc 'Ipen lAdcx
(1973-"....t). M CWDla (197."....)...~ AbIIrIetI (1961-praat). nese
databues wen ..,CUd~. byword&: ',AD: ·Fm.'M'iaI ACCGaII·•• Siudarda Board.' 'Statement
",.. '",: ..--.ic·. NIIlI ,.Ucaac. WIn iIIIIIdfiIcI .. hllO wen relcvut: (i)
SUree S. Na. •All Empirical buaiu&ioa 01 dae Stock Market'. Ruc:aa. to dae PaLlioe AccowstiDa
Ddiberauou of dae FIIWlc:iaJ ACCGalltiq Scudarcls Board.' DocronJ DiuertatioIa. VIIMnicy or Alabama,
1989. ad (ul San" S. T.... 'Stock Marker RuCliaM to Naadatory Ouaa • ACCOWlUq for
'cuiou.· Doctoral J:>iueftatioa. U.nity ol V...., 1917. Ioda worb UowecI lbat 110 chDles ill
Ilock prica could be aun'butcd to t.bc 1987 pcuioa accouaWta c:IIups.
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costs, the raet that accounting changes do not affect stock prices implies that

accountina changes do not affect output prices. JO

,To refine this approximation somewhat. we observe that prices of some goods

and services~ change when FAS 106 is implemented in 1993: notably (i) regulated

public utility services and (ii) certain lovernment purchases of services under contracts

which historically covered only pay-u-you-Io costs and prospectively allow FAS 106

accruals. In 1987, regulated public: utilities produced approximately 6.13 percent of

U.S. GNP. Total government contrae:t purchases (not just cost-plus contrae:t purchases)

were 4.36 percent of GNP in 1987.'1 In total. what !Diaht be called the ·cost-plus·

sector of the economy produced less than 10.49 percent of GNP in 1987. We use

1987 for comparison beca'Jse the 1987 lovemment contrae:t data is the latest available.

Note that these proponions do not chanae much over time; Table 1 shows these

proponions for 1980 and 1987.n If all firms experienced the .same expense change

from FAS 106 in 1993 as Pacific Bell and if prices in the unreJU!ated economy already

retlee:t OPEB costs measured on an economic basis, then the overall price level in the

U.S. would inaease by less the 0.20 percent in 1993 when accrual accountina is

.,...,... rro. die ~tiou Wt (i) pro&a ,.,._ dIe.eracc betwea output prices
ud calli 1M CIi> IICCOIIIIbq "'cs alfecl MiLbcr pra&u .., calli.

'IA GSA npon .,.. die _UaJ YIhae fJI P.... ao--.. .-racII iuued • Nell yar. ICe
GacraJ SerW=u Admjeimatioe, bdcral PrQQlTDlCPt DII. Sntg Styclvcl 'cpt. Por 1987, the amown
of Pederal caatrlCU--iuucd WII S197.3 billa wtaida repraa&I • apdIle (ohc.iMd by Wepbou frOID the
FI4kraJ Procurcmau Dati Caler) of eM publi.hed &pre.

~eplated pIIbIic dtia iDdude raiJroed~ local .. iItenIrbu passeqcr
trusporta&.iaa, pipdiDa a&Mr w. pi. teJ.CO"'-uaicalialu. .. '*:Iric. lilt .. IIIIiLuy 1CrYices. Sec
U.s. lunaa of the CanI. StltiltjcaJ Abltrld of the UPitcd StatU' tftO. (110dl 1diUoD). WubiqtOD,
D.~ 1990, pp. 425-C26 We iDdude dau (or 1910 to ... tU& die iIIduauy ~poIlCDts of GNP are
rcuoaably liable G'U _e.
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Table 1.
Relative Size or the Cost·Plus Sector

.
GNP -, "daJu, GNP by ladultry
ctII'I'al S ItWioa CIIl"I'Ut S billioD1_ 1917

GNP $1732.0 (perceDI) s.t.526.7 (pcreeJ:l1)

Railroad 120.8 $19.6

PUNDIer trut $5.• sa.l

NOD·ps pipeJiDes s.-.7 15.3

TeJecomJllUAicatioas 160.2 $108.3

EJectric. cas. sewer 568.• 5136.•

TOTAL 5159.5 ! ...~ S27'7.7 6.13%
ununES
GOVEJlNMENT $197.3 4.36%
CONTRACTS

TOTAL COST·PLUS SECTOR ""5.0 10.49%

implemented.JJ Under these assumptions, less than 10.49 percent of Pacific Bell's

exolenous cost chanae would be accounted for in the GNP-PI, and the required Z

factor would exceed 89.51 percent of the exolenous cost chanae.'" This estimate is

unrealistic because all U.S. firms have not used OPEBs to the extent that Pacific Ben

AD additioJW refinement to this upper bound would recopUze that the effect

of FAS 106 on Pacific Bell is far areater thaD on the typical firm in the U.S.

Dpacilic BeD .,..... wiD iaen.. 1.92 pit'" If all call Uw 1M MlDe proportiouJ
OPa liability u ,dlC BeD. 1M 1YIr. IiabiJiIy wiD be ~ oll.9'2 peent iD Lbe cost-
plus MCIor .. 0 1IIawMn. TIt. (1092 • O.l(M9) + (0.0 • o.at51) • 0.20. ltecaU tbal tbiI atimate
is u upper bouIMt beca.- (i) MI ~eat caatrlCl purcIIaIa .. iIduded ia W caII·plus lector, Dot
jail ptenUDat purdaua IIDdct cali-phil CQDUICIS, ad CIi) 1M illpICI of PAS 106 CD 'acifi, leU is.cacer cJaa CID • ~ ana.

"10.49 pc:rc:at l4uaJs 0.20/1~ ad 89.51 pc1cal eq1IIIIl.'71/1n.
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economy. In order to understand what tbe imponant differences are, we engaged

William ·M. Mercer. a leading employee benefits consulting firm. to develop and

analyze basic facts about post-retirement benefits other than pensions. The most

imponant. differences between Pacific Bell and a typical firm appear to be the

followina:

1. COVeraae: Pacific Bell provides post-retirement benefiu to
its entire pension-qualified labor force. In contrast, only
about 40 percent of private seelor workers are employed
by firms that offer post-retirement health benefiu.SJ

2. Histgrigl liability: Pacific Bell estimates that its
accumulated historical postretirement benefit ob1iaation will
be about SO.S billion in 1993 in the interstate jurisdiction.
This amount is about 33 percent of Pacific's annual
interstate . 'venues, about 21 percent of Pacific's interstate
net rate : ase, and about 37 percent of the equity
component of the net rate base. In contrast, the
accumulated historical liability for the U.S. economy is
estimated at about S300 billion.M This amount represents
about five percent of U.S. GNP and on the order of 7 to
10 percent of corporate equity.n

U.S. OPEl expenses are estimated to be about S13 billion in 1993 on a cash

accountinl basis compared with about $82 billion on an accrual basis in 1993." The

-U-.. SWa GaenI AccouDtiDc omce.. -E1lat 01 ea.pUIia' Retiree Hu1dl CoY'traae,·
Pre"'" far Caqrcu. Nardi 1990 (GAO·1990).

-s..-. tJI Grqory J. McJ)ouJd, U.cd Slata GaenJ~ otIicc, Before the
Svbccemmll oIlUaJt1a. WI)'I ad Meua ee.-in.. tJleM HOllIe ofR~ May 6, 1991.

"U.s. GaeraJ Accoarinl Ofticc, -CoIDpaia' Redree Hcalda Liabilities Larp. Advucc FucWla
Costly,. Rcpon '0 ea.ar-. JIIM 1_ (GAD-I.). Nark WIrIIaawIky, -nc Uacertaia Promise of
Rce.irce H~ "dIU: AD Evaluatioa of Corporate ObIiptioal,- ReUree HcahJa BcDefiLi Scmm",
AmcricaD EatCfFile 1uUtUl&, WubiAltoa. D.c., April 9. 1991.

"Merea' .. ......uated • .umber of pjsrinc .... t:I .-pon&I obIipLioDl lor OPEls ud
cceduded we dac GAD-I991 Rely .... the .011 rc1iabIe ill &ami tJI crecIibility ad .cthodoJOC)'. This
study produced III aliaaec of 142 billioa (or .c:c:naal ICCOUDUq apeua ader PAS 106 proc:edW'eJ m
1991. Mercer cMa modified • Dumber olusWDpOou to caal'ona more c:IoIcJy FAS 106 rcqu.iremeDtJ
ad carried \be c:alcuJlLioDI forward to 1993. ta the prOClU produc:ia& eM &awe.
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change is thus 569 billion out of an estimated GNP of 56,260 billion. or 1.10

percent."'· Since the incidence of OPEBs appear to be uniformly distributed across

industries, it is reasonable to assume that firms in the cost-plus sector increase prices

by 1.10 percent in response to FAS 106.40 FirmJ in the rest of the economy have

already reflected accrual accountina in their prices. 10 the net effect of FAS 106 on

the GNP-PI would be less than 0.12 percent (twelve-hundredths of one percent) instead

of the 0.20 percent bound calculated above.'J ThUS, if cost-plus firms experience the

U.S. averale OPEB expense increase (1 10 percent) instead of the Pacific BeU increase

(1.92 percent), GNP-PI would increase by less than 0.12 percent and the required Z

factor would exceed 1.8!" percent. Thus. less than 6.26 percent of the exolenous cost

chanle is reflected in the GNP-PI, leavinl more than 93.74 percent to be recovered

through the Z factor"

This estimate of the effect of FAS 106 on the GNP-?I is an upper bound

for several reuons. First, we have overstated the size of the cost-plus sector of the

economy by assumina that all public: utility prices are set usinl accountinl cosu and

treaUn, all aovemment contracts u cost-plus CODtrICtS with accountinl chanle

escalators. Second, this calculation ipores IeCOnd-order effeeu that would lower the

impact OD DationaJ output prices. As prica rise in the cost-plus seetor, for example•

..,... 1993 GNP lancut was dowDloaded ". Da&a IIIc.

-A GAO IWWY .. 1990 aaplrtd IIeaIm CID'WIp fIl by c,pe III iIMIuIU'y ud coadudecl
tlaat tlaerc was -1iUIc variatioe -0ItI _paia .. redne MaIda &1 ..... _pariaa compuies
by iDdusuy Foup.- GAo-1990 Rcpon. pp. 6-7. n. * _pICI 01 fAS 106 • CIpIIlMs for finDs iD
dae _.pIua MClar aIaou1d be rouPJy tM lIIDe .. tbe 'U.s. .-.. 01 1.10 percaL

.In. (1.10 • 0.10.t9) + (0.0 • 0.8951) • 0.12 percaL

GBccause [1.92 • 0.12]/1.92 • 93.'" peTCCIll lad 0.12/1.92 • 6.26 ,......
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consumen substitUte away from these loods and services which reduces the net effect

of the Rrice increase in the cost-plus sector on overalJ inflation. Finally, the

calculation ignores second-order macroeconomic responses to the change in output

prices through changes in lovernment expenditure, interest rates and the money supply.

A summary of these calculations may be useful. Recall that we wish to

increase Pacific Bell's price cap by 1.92 percent which represents the change in

expenses due to the shift from cash to accrual acc:ountiq for OPEBs in 1993. Some

of this increase will be accounted for by the chanle in inflation; the rest must be

supplied through the Z-adjusunent we are calculatin,. The increase in inflation due

to FAS 106 is measured in two steps: (i) we calculate the effect of FAS 106 on the

expenses of an average f::-m to be 1.10 percent, and (ii) we calculate the fraction of

GNP produced by firms whose prices do not already reflect accrual accounting for

OPEBs to be Jess than 10.49 percent Since the inddence of OPEBs across industries

is rouply constant, we estimate that the prices at which less than 10.49 percent of

GNP is sold will increase by 1.10 percent, 10 that the iDcrease in GNP-PI, averaged

over all firms, will be less than 0.12 percent Usin& this bound as In estimate, Pacific

BeU's 1.92 percent price mcreasc would thus CODSist of a 0.12 percent increase in

GNP-PI ad a 1.80 percent Z.adjustmenL The required Z.adjustment (net of the

chinle fa GNP-PI) is thus at least 93.74 percent of the S29 million chanie in

GpeDSes. or at least S27 million.

These results are stable with respect to the various usumptiom and foretasts

that we have made. In Table 2. we summarize our previous results and provide new

estimates assuminl (i) a 100 percent increase in the effect of FAS 106 on an average

nera
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Table 2
Summary of Results

and
Sensitivity AIIalysls

,
COST·PLUS PI RE\'E~"'t'[aASECASE NAnONAL

FAS Emer IS SterOR IS FORECAST IS
I,", lOO"lt 1~

LdGER LUGER LUGER

PAC BELL FAS 1.92% 1.92% 1.92% 1.74%
EFFECT

GNP·PI EFFECT 0.12% 0.23% 0.23% 0.12%

Z·ADJUSTMENT 1.80% 1.69% 1.69% 1.62%

% FAS IN GNP·PI 6.26% 12.01% 12.01% 6.89%

% FAS IN Z 93.74% 87.99% 87.99% 93.11%

Z 526,808 52S,166 515,166 526,629

u.s. firm, (ii) a ]00 percent increase in the cost-plus proponion of the U.S. economy,

and (iii) a 10 percent increase in our forecast of Pacific Bell's 1993 revenues. Clearly,

the results are insensitive to the assumptions.

nera



APPE!'1)IX

In this Appendix. we provide the details of the derivation of the price cap

annual adjustment formula. The 10Jic follows that of Dr. Schankerman, whose

presentation of the price cap formula formed the basis of the California price cap

plan."

A. Dc Relationship Amon, m. lappt Prlel. and Outpyt PrIce Grpwth

Consider a multiproduct firm bavins N outputs (Q,., j.l,....N) and M inputs

(Q,', j -l,_..M). We wish to calculate X and Z so that in all periods. economic: profits

are identic:ally zero. i.e.. that the value of total inputs (indudiDI • normal return on

capital) equals the value of total output The identity can be written as

where " and wJ denote output aDd input prices respectively. Differentiatiq this

identity with respect to time yields

GraUlDOII)' 01. Nark sa••tenD. CIa beW 01 GTE CaIiIania IIIaarpan&ed. Docket I. I7·U-033,
Ted.."! Appadii. pp. 1-'.
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Appendix Page 2

where a dot indicates a derivative with respect to time. Dividing both sides of the

equation by the value of output R • 1: P,Qj- or C • 1: wjQ/ I we obtain
" , J

where R and C denote revenue and cost. If r, denotes the revenue share of output

I and cJ denotes the cost share of input J, then

where d denotes a percentage Ifowth rate: dp_ • 'I. I p," The fint term in the above

equation is the revenue weighted averlle of the rates of J1"owth of output prices, and

the second is the cost-weiahted averlle of the rates of J1"owth of input prices. The

term in brackets is the difference between the rates of J1"owth of weiihted averales

of outputs and inputs and is thus the chanae in lrP. We can write the equation as

• • dw - dTFP"

Thus the Ifowth ill iDput prices less the Ifowth ill output prices is equal to the change

in TFP. This result requires only that acess profits are zero in every period. It does

DOt require COlt minimization, profit m'rimiudcm, IIW'JiDal COlt pricin&. or constant

retums to lQIe.

.. Dc Price C.g '&lJgament Eqg'tlql

We beain with equation (3) from the tat:
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(6) dp • dpN _ [moP - moP'" + dw - dw N ] + [Z· - Z·1I].

If we measure national output price inflation by the change in GNP·PI, we obtain

(7) dp • GNP-PI - X + Zl

where X. [ dTFP - dTFp N ] • [ dw- dwN ) and Z'. z· - Z·N. Since the

percentaae chan,e in the reJUJated firm's output price between yean t·1 and t is just

(P, - P.- t) I P.-t t we caD write equation (7) u

P, - "-1 • GNP-PI - X .Zl

"-1

so

P, - Pt - I • P,_I X ( GNP-PI - X + Z' ]

which simplifies to

(8) P. • Pt.t x [ 1 + GNP-PI - Z + Z' ).

Since revenue equals price times quantity, the revenue chan&e usociated with the price

chanle in equation (8) is obtained by multiplyiJll both sides of the equation by the

fixed IIDOUDt of quutity demanded:

f,-. )( P, • f,.. )C P,_I )C I J • GN1'-~1 - % • Z' )

or

(9) ~ • .1,., )C [ 1 • GNP-Pl- % ] • z
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where Z represents the total dollar value of tbe exolenous cost cbanle rather than the

unit cost change.
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ACTUARIAL REPORT

PACIFIC TELESIS GROUP POST-RETIREMENT BENEFITS

OTHER THAN PENSIONS - MEDICAL/DENTAL/GROUP TERM LIFE INSURANCE

ACTUARIAL VALUATION PROJECTED TO 1993



ACTUARIAL PROJECTION

FOR THE PACIFIC TELESIS GROUP
POST-RETIREMENT MEDICAL, DENTAL AND GROUP TERM LIFE INSURANCE PLANS

This report covers both the funding and accounting requirements for the 1993
plan year.

The amounts presented in this report have been prepared in accordance with
generally accepted actuarial principles and practices and reflect the law,
regulations issued to date, and the requirements of Financial Accounting
Standards No. 106 (FASI06).

Calculations are based on personnel and asset information supplied by the
Corporation and the actuarial methods and assumptions described in this
report. Further, the effects of the management in-force reduction and no
Bargained VEBA contributions for years 1991 and 1992 are reflected in this
report. The FASI06 Transition Obligation is amortized over 15 years, the
average remaining service period for active participants. Allocation factors
of 96% and 2' are used to determine the proportion of VEBA Contribution and
FAS106 Expense for Pacific Bell and Nevada Bell, respectively. These
actuarial allocations are necessary since VEBA assets are not maintained
separately by Company Derivation of these factors are sUlJll'larized in the
Appendix.

Users of this report should recognize that the report was developed to produce
the required disclosures under FASI06 and to determine tax deductions under
the Internal Revenue Code. Accordingly, appropriate adjustments may be needed
if this information is used for any other purpose.

G. S. Schlapp1ch
Associate, Society of Actuaries

May, 1992
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SECTION ONE - MANAGEMENT SUMMARY

A. 1993 Costs (All Dollar Amounts in Thousands)

Funding:

VEBA Contribution (12/31):
Pac ifi c Nevada Other

All pTG Bell Bell Subsidiaries

Medical/Dental Bargained $184,651 5177,265 $3,693 $3,693
Medical/Oe~al Non-Bargained 107,632 103,327 2,153 2,152
Group Life 3,341 3,207 67 67

Total 295,624 283,799 5,913 5,912

FAS106 Expense:

Medical/Dental 399,226 383,257 7,985 7,984
Group Life 3,279 3,148 66 65

Tota1 402,505 386,405 8,051 8,049

These results are based on 12/31/89 data. projected to 1993.

B. Funding Background

1. Legal Requirements

Cash contributions to the VEBAs must meet the legal funding
requirements described in Section 419 of the Internal Revenue Code.

To meet these requirements, they must be based on:

o An actuarial cost method which spreads costs between years in an
acceptable manner, and

o Actuarial assumptions that are each reasonable "taking into account
experience under the Plan and reasonable expectations".

2. Actuarial Methods and Assumptions

The Individual Level Premium Actuarial Cost Method is used to
calculate the medical/dental VEBA contributions. The Aggregate
Actuarial Cost Method is used to calculate the Group Life VEBA
Contribution. These methods are acceptable for funding purposes
and spread the present value of benefits over the working lives
of covered employees. Bargained VEBA contributions reflect no
prefunding for years 199] and 1992



Actuarial assumptions used to determine contribution levels
include:

o An interest rate to discount future benefit payments and
contributions to today's dollars. 8.5% was used for the
Bargained tax-exempt VEBA, S~ for the taxable No~-Bargained

VEBA, and 8.S~ for the Group life VEBA.

a The Bargained VEBA calculations use a medical inflation
assumption which is 12% graded down to 6% over time for in­
network benefits and 14~ graded down to 6% over time for
out-of-network benefits. No medical inflation is assumed
for the Non-Bargained VEBA calculations in accordance with
IRS requirements, and

o Probabilities of retirement (including 1991 management in-force
reduction), exit from employment, death t and disablement to predict
incidences of future benefit payments and future work force levels
based on current data.

The assumptions are illustrated at the end of the Accounting and
Funding Requirements Sections

3. Results

The chart on page 3 shows a comparison between VEBA assets and
the FASB accrued liability as of January It 1993 for all PTG.
Non-Bargained Medical/Dental VEBA assets are SO until December 31,
1993, the date of the first non-bargained VEBA contribution.

These amounts are composed of the following (in millions of dollars):

Medical/Dental
Group life

Total

VEBA
Assets

S211
343

S554

FASB
Accryed Liability

S2,578
336

S2,914

C. Expense Background

1. Accounting Requirements

Accounting requirements for post-retirement benefits other than
pensions (PBOPs) are set by the Financial Accounting Standards
Board in Statement of Financial Accounting Standards Number 106
(FASI06) ,

2



VEBA ASSETS vs FASB ACCRUED LIABILITY
As of January 1, 1993

$500

~-

$3.500 Ir---~

$3.000 .

~ $2.500
o.­--.-
~ $2.000
c.-.....
C $1.500
:::J
o
E« $1.000

~ As t D Accumulated Plan Benefit
~ se s Obligation (APBO)

Totals tOf Pacilic Telesis GfOUp
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2. Actuarial Methods and Assumptions

Calculation of PBOP expense under FAS106 requires different
techniques and methods than those used for funding.

The Projected Unit Credit Method is the required actuarial
calcylation method. This method allocates cost to a given year
based on the actuarial present value of the benefits "earned"
in that year

The actuarial assumptions are similar to those used for funding
except that two interest rates are used (one to discount future
benefit payments to today's dollars based on current economic
conditions, and the other to predict long-term rates of return
on plan assets) .. For determining 1993 PBOP expense, an 8.5~

interest rate is used to discount benefit payments to today's
dollars. For the VEBAs, 8.5~ is also used for the long-term
rate of return on plan assets. For in-network medical trend,
12~ graded down to 6% over time was used for both Bargained and
Non-Bargained groups (out-of-network medical trend assumed 14~

graded down to 6% over time). The other assumptions are
described at the end of the Accounting and Funding Requirements
Sections

3. Results

PBOP expense for 1993 calculated in accordance with FASI06 is
S403 million for all PTG. The chart on page 6 shows the
components used to derive the total PBOP expense in accordance
with FASI06

D. Data

1. Source of Data

Data as of December 31, 1989 was supplied by each of the
Corporation's subsidiaries covered by the Plans. Data for
employees included birthdate, net credited service date, sex,
and compensation information. Data for retirees included
birthdate, sex, and type/amount/optional form of benefit, as
well as beneficiary birthdate and relationship.

2. Testing of Data

Data was tested for reasonability and internal consistency.

4



3. Summary of Data

Actual data* relating to the Holding Company, Washington, Pacific
Bell, Nevada Bell and Directory are shown below:

12/31/89
a. Employee Demographics

Number
Average Age
Average Service

b. Inactive Demographics

Number of Retirees

63,492
41.0
15.5

33,508

* These data exclude 2,272 employees and 719 retirees who waived
medical coverage.

c. Number of Active Employees by Age and Completed Years of Service
As of December 31, 1989

Age ------------------------yEARS OF SERVICE--------------------------
Group 0-4 5·~ 10-14 15-19 20·24 25-29 30+ Total

Under 20
20-24
25-29
30-34
35-39
40-44
45-49
50-54
55-59
60-64
65+

47
775

1,095
884
719
534
219

93
40
15
1

o
17

1,698
3,668
2,518
1,265

551
245
103

52
29

o
o

472
4,795
4,422
2,453
1,002

524
274
142

31

o
o
o

366
5,412
5,414
1,783

848
506
261
56

o
o
o
o

805
5,850
3,549
1,285

524
225
37

o
o
o
o
o

346
2,598
1,307

402
91
19

a
a
o
o
a
o

77
1,239
1,341

426
42

47
792

3,265
9,713

13,876
15,862
9,779
5,541
3.190
1,212

215

Total 4,422 10,146 14,115 14,646 12,275 4,763 3,125 63,492

4. Participant data as of 12/31/89 for Pacific Bell, Nevada Bell
and Other Subsidiaries are shown separately below:

Pacific Nevada Other
Bell Bell Subsidiaries All PTG

58,228 891 4,373 63,492
4L4 42.6 35.4 41.0
16 1 17.3 7.2 15.5

a. ~loyee Demographics

Number
Average Age
Average Service

b. Inactive Demographics

Number of Retirees 312 626 33,508



SECTION TWO

MEDICAL AND DENTAL PLANS
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SECTION TWO . FUNDING REQUIREMENTS

A. IntroductIon

VEBA contributions are determined by applying the requirements of Section
419 of the Internal Revenue Code,

This section of the report includes'

o The derivation of 1993 VEBA contributions (subsection B)t and

a The description of method and assumptions used in calculating the VEBA
contributions (subsection C)



B. Derivation of 1993 VEBA Contributions (End of Year)
(All Dollar Amounts in Thousands)

Bargained VEBA Non-Bargained VEBA Total

Medical Dental Medical Dental

1. Normal Cost* S72,771 $7.990 535,222 S3,642 S119,625

2. a) Accrued
Liability 936,579 98,115 644,375 71,915 1,750 l 984

b) Assets 184,323 26,732 0 0 211,055

c) Amortization
Factor 7.928 7.928 10.416 10.416

d) Amortization
Amount
[(2a)-2(b)]/(2c) 94,886 9,004 61,864 6,904 172,658

3. VEBA Contribution:
(l)+(2)(d) 167,657 16,994 97,086 10,546 292,283

4. Allocation factor
for Pacific Bell .96 96 .96 .96

5. VEBA Contribution
for Pacific Bell'
(3}x(4) 160.951 16.314 93,203 10,124 280,592

6. Allocation factor
for Nevada Bell .02 .02 .02 .02

7. VEBA Contribution
for Nevada Bell:
(3)x(6) 3,353 340 1,942 211 5,846

8. VEBA Contribution for
Other Subsidiaries:
(3)-(5)-(7) 3,353 340 1,941 211 5,845

* Includes administrative expense.
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